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Executive Summary

Red gross domegtic product (GDP), an infla
tion-adjusted measure of the total output of goods
and services produced in the United States, was
edtimated to have grown by 2.3 percent in the
second quarter.  This growth, while dow by recent
gtandards, is nevertheless close to what most econo-
mists believe to be the long-term average growth
potentiad for the economy. Totd red consumption
expenditures, which account for about two-thirds
of GDP, increased by 3.0 percent in the quarter.
Totd investment comprises about one-fifth of GDP,
and was up just 1.9 percent over a year earlier.

Kentucky’s persona income is estimated to be
$97.9 hillion in the second quarter of FYO01, an
increase of 4.1 percent from a year ago. U.S.
persona income was up 4.2 percent on an annua-
ized bads. Inflation, as measured by the U.S.
Consumer Price Index, rose 3.2 percent in the
second quarter.  Employment growth in Kentucky
is estimated to have increased by 31,700 jobs from
a year ago, with a growth rate of 1.7 percent.
Wages and sdaries, a little over one-hdf of per-
sond income, increased by 5.4 percent.

General Fund revenues for the second quarter
of FYOL1 exhibited weak growth over the second
quarter of FY00. Recepts in the second quarter
totaled $1,678.6 million compared to $1,652.4
million received in the second quarter of FYQO.
The resulting growth rate was 1.6 percent. As
usua, variations in the quarterly receipts are af-
fected by differences in the timing of payments into
revenue accounts. In the second quarter, corpora
tion income tax receipts were depressed due to a
change in the timing of refund payments.

Tota sdes and use tax receipts for the quarter
were up 4.7 percent. Individua income taxes
posted a very dow growth rate of 0.4 percent,
compared to a growth rate of 6.5 percent during the

second quarter of last year. Corporation income tax
receipts fel 27.5 percent, affected by the change in
refund timing and lower declaration payments. The
coa severance tax posted a decline of 7.1 percent in
the second quarter of FYQLl. Property tax receipts
were off dightly by 1.1 percent, due to a change in
timing, and the L ottery was up 5.3 percent. The “All
Other” category grew sharply in the second quarter,
up 21.3 percent due to growth in inheritance taxes,
investment income, and naturd gas severance taxes.

The Road Fund reported growth of 1.8 percent in
the second quarter of FY 01, with revenues totaling
$247.7 million. Motor fuels tax receipts rose 7.3
percent, compared to a year ago when extraordinary
refunds depressed revenues. The motor vehicle
usage tax declined by 0.3 percent during the FYO1
second quarter, and the weight distance tax rose 1.2
percent. “All Other” Road Fund accounts decreased
by 6.8 percent.

The interim revenue estimate for the next three
fiscd quarters is for Generd Fund revenues to grow
by 4.0 percent over the remainder of FYO0l1, and
expand by 3.2 percent in the first quarter of FY02.
Therefore, General Fund receipts should reach
$6,711.0 million in FY01, and $1,598.3 million in
the first quarter of FY02. For the next two quarters,
sales and use tax revenues are forecasted to grow by
4.1 percent, and individua income taxes are pro-
jected to expand by 4.1 percent. Corporation income
taxes are expected to rise by 15.1 percent. The coa
severance tax is forecasted to fall by 3.9 percent.
Property taxes should rise 6.6 percent, the lottery is
expected to fal by 7.0 percent, and “ Other” accounts
should grow 1.2 percent.

The interim outlook for the Road Fund is for
revenues to fdl in the find two quarters of FYO0L,

with a decrease of 3.2 percent and tota revenues of
$559.9 million. This should bring tota FY01 Road
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Fund revenues to $1,075.6 million. Growth for the
upcoming two quarters will be adversdy affected
by lingering effects from House Bill 911, which
created a timing difference in the collection of
gpecid fuels taxes that resulted in a one-time loss to
the Road Fund. Motor fudls taxes are expected to
decline by 2.2 percent in the find two quarters of
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FYOl. The motor vehicle usage and usage renta
taxes are projected to fal by 2.3 percent, due partly
to the recent McGaren court case which expanded
trade-in credits for used cars. License and privilege
taxes are expected to decline 5.5 percent, and the
weight distance tax is expected to grow 3.6 per-
cent.

*Thestate'sfiscal year, which beginson July 1, will beused
as the time frame throughout this report, i.e., the second
quarter of FY2001 covers the October-December 2000
period.
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The Economy

NATIONAL ECONOMY**
Second Quarter, FYO1

Red gross domestic product (GDP) is an infla-
tion-adjusted measure of the total output of goods
and services produced in the United States. Red
GDP is estimated to have increased by 2.3 percent
in the second quarter. Even though that is about
what most economists consider the long-term
average growth, it is a marked drop from the 8.3
percent growth observed a year ago in the same
quarter. That was driven mosily by efforts to make
all computer-related devices Y2K compliant.
During the last two quarters of FY 00 the economy
dill grew srongly by 4.8 and 5.6 percent. The
beginning of FY01 was marked by a return to the
more sedate pace reminiscent of the old economy.
In the July-September quarter real GDP increased
by 2.2 percent followed by 2.3 percent in the
October-December 2000 quarter.

The consumer has been the driver for both the
national and Kentucky economies. The dow-
down in red GDP can be directly linked to a more
tepid consumption pattern.  Consumption expen-
ditures account for about two-thirds of rea GDP.
Totd red consumption increased by just 3.0 per-
cent in the second quarter, compared to 4.5 percent
in the preceding quarter and arobust 5.9 percent a
year ago. The dowdown, emanating from a de-
cline in consumer confidence, was felt most
strongly in the consumption of durable goods
which declined by 5.1 percent. Within this sector
the so-cdled "new economy" goods were ill
much in demand and grew at about the same rate
as last year when the economy was showing strong
growth. For example, the consumption of com-
puters was up 31.9 percent and software up 22.1
percent. The impact was fdt mostly in the motor
vehicles sector where real consumer spending
declined by 15.8 percent.

In contragt to the decline in the consumption of
durables, the consumption of nondurable goods
was up 2.1 percent. However, this was still a
marked sowdown compared to the 4.7 percent
growth in the previous quarter and 7.4 percent a
year ago. Services conditute a little over one-hdf
of al consumption and about 35 percent of tota
GDP. The consumption of services increased by a
strong 5.2 percent in the second quarter. Much of
the increase resulted from the higher cost of energy,
classfied under household operation, as well as
financial services.

Totd investment comprises close to a fifth of
rel GDP and is usudly sendtive to both interest
rates and future expanson opportunities. Overdl,
the investment component of GDP increased by just
1.9 percent, a noticeable change from the growth
rate of 7.7 percent in the previous quarter and 9.5
percent a year ago. This clearly implies that bus-
nesses share some of the consumers malaise and
are hestant to expand. Even investment in com-
puter equipment and software softened during the
second quarter.  Government spending constitutes
17 percent of GDP and was up 2.7 percent. Much
of the growth came from the Federd government
and was related to the publication of the Census
data.

The Governor's Office for Economic Andyss
carefully monitors industrid production because it
IS a measure of the output of heavy indudries like
mining and manufacturing. These industries con-
tinue to play a vita role in Kentucky's economy.
Industrid production is a raw measure of output,
comprised of only the find products. Overdl the
industrial production index grew by just 1.1 percent
during the second quarter. The manufacturing
portion of the index grew by 0.5 percent, while
durables declined by 1.1 percent. To put this in
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perspective, just a year ago industrial production
was up 5.7 percent and durable goods 7.9 percent.
Factory capacity utilization dipped just below 80
percent for the first time since FY93.

Persond income, which is a measure of spend-
ing power, was $3,434.5 hillion in the second quar-
ter, for an annudized increase of 4.2 percent over the
previous quarter. Red disposable income was up
0.9 percent, and continues to be outstripped by red
consumption, up 3.0 percent. During both quarters
of FYOl the savings rate has been negdtive, due
partly to a change in definition about a year ago.

In spite of the dowdown in consumption and
production, the economy continues to be at a “full”
employment level, and inflation is in check though
both oil and naturd gas prices have skyrocketed.
This is the bright spot in dl the gloom associated
with the seeming return to “old economy” growth
rates in terms of GDP and production. Since 1996,
when the unemployment rate fell below 5.5 percent,
the labor market has been conddered tight and a
possible cause for inflation. Since then, unemploy-
ment and inflation have fdlen seadily without caus
ing an imbalance. The key has been labor productiv-
ity. In the second quarter the unemployment rate
averaged 4.0 percent and CPI inflation was 3.2
percent. If the more volatile food and energy sectors
are excluded, inflation was just 2.9 percent.

Total nonagricultural employment averaged
131.9 million jobs in FY01:2, for a growth of 0.7
percent. Among al the mgor sectors of the economy,
employment in congdruction was the strongest with
an increase of 3.9 percent. Even though housing
darts dowed down in response to consumer confi-
dence more than mortgage rates, this sector grew as
highway and other heavy condruction areas contin-
ued to grow. The service sector dso grew strongly
with an increase of 2.2 percent, with hedth and
business sarvices contributing to much of the growth.
However, retail trade and manufacturing posted
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declines. The drop in manufacturing was ex-
pected, but the 0.2 percent decline in retall em-
ployment caught most andysts by surprise.

STATE ECONOMY

Persona income is the broadest measure of a
date’s economic performance. Kentucky's per-
sond income is estimated to be $97.9 hillion in the
second quarter of FY 01, an increase of 4.1 percent
from ayear ago. U.S. personal income grew by 5.8
percent during the same period. Wages and sda
ries conditute a little over haf of persond income.
Income derived from wages and sdaries is edi-
mated to have grown by 5.4 percent in FY01:2,
compared to 6.5 percent nationdly. Kentucky's
lower growth can be ascribed to some extent to job
losses in the traditiondly high-wage manufactur-
ing sector. Other areas of persond income, namely
dividends, interests, and rent as wel as propri-
efors income aso grew more dowly in Kentucky
than in the nationd economy.

Employment data is commonly used to gauge
the strength of the state’s economy, primarily
because of its timely availability and its impact on
consumer spending and confidence. Nonagricul-
turd employment in Kentucky is estimated to have
increased by 31,700 jobs from ayear ago, resulting
inagrowth of 1.7 percent. Thisisat about par with
the national growth of 1.6 percent.

A little over one-fourth of Kentucky's nonag-
ricultural jobs are in the service sector. This sector
a0 had the highest numerica as well as percent-
age increase with again 18,100 jobs for an increase
of 3.9 percent. But the growth came not so much
from the higher paying area of hedth services (up
1.7 percent), but from business services (up 6.3
percent) and social services (up 8.0 percent). Even
though the business services category does in-
clude computer programming and data services, in




Kentucky this category is dominated by person-
nel supply services, and computer maintenance
Sservices.

Growth in the transportation, communica-
tion, and public utilities (TCPU) sector was up
2.1 percent. Fortunately, unlike the national
average, TCPU in Kentucky is dominated by the
ar trangportation industry and employment in
this category increased by a robust 3.6 percent.
Jobs in this sector are currently less cyclica and
provide higher wages.

In the padt, a dedline in manufacturing em-
ployment was primarily from the nondurable
goods sector. However, during the second quar-
ter the durable goods sector lost 1.8 percent of its
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employment base. The hardest hit was eectronic
equipment (down 10.1 percent). This category is
driven largdy by household appliances in Kentucky
and dropped as a consequence of job losses at GE
Appliances. The transportation equipment category
aso poged a decline mogtly from auto parts manu-
facturers who faced a decline in demand from out-
of-state automobile producers.

Nationdly, both mining and congruction grew
during the second quarter, but both these sectors
declined in Kentucky. Mining in Kentucky is domi-
nated by coa and the demand for cod is a best
dagnant. However, higher gasoline and naturd gas
prices have spurred national employment in this
area. Condruction employment in Kentucky was
dampened by both adverse weether conditions and
from the relatively low increase in persond income.

**Data for second quarter FYO1 U.S. economic activity
are derived from estimates made by DRI/McGraw Hill
Control Senario, January 2001.
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Tablel
National Economiclndicators
Second Quarter, FY 2001

FY00:2
SAAR* to FY01:2
FYQO0:2 Per cent

FY00:2 FYQ00:1 FY01:2 to FY01:2 Change

Red GDP 9,084.1 9,369.5 9,422.0 2.3 37
(billion 1996 $)

Personad Income 7,972.3 8,349.0 8,434.5 4.2 5.8
(billion $)

Red Disposable Income 6,412.2 6,543.7 6,558.4 0.9 2.3
(billion 1992 $)

Consumer Price Index 29 31 3.2 - -

(annual percent change)

Industrial Production 5.7 3.7 11 - -
(annua percent change)

Civilian Labor Force 139.9 140.6 141.2 1.8 1.0
(millions)

Total Nonagricultural 129.8 131.6 131.9 0.7 16
Employment
(millions)

Manufacturing 18.5 185 184 -2.0 -0.6
Employment

(millions)

Unemployment Rate 4.1 4.0 4.0 - -
(percent)

Sources. Standard & Poor’s DRI, and U.S. Dept. of Commerce, Bureau of Economic Analysis.
* Seasonally adjusted annual percent growth rate.
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Table2

Selected K entucky Economiclndicators
Seasonally Adjusted Data

(Thousands)
FYO00:2
Total Persond Income ($ millions) 94,086
Wage & Sdlary Income ($ millions) 52,803
Tota Nonagricultural Employment 1,824.3
Mining 21.3
Construction 90.1
Manufacturing 322.7
Durable 194.9
Nondurable 127.7
Transportation, Communication, & Public Utilities 107.5
Trade 435.9
Finance, Insurance, and Rea Estate 71.4
Services 469.3
Government 306.2

Note: Numbers may not add up due to rounding.

Sour ces: U.S. Department of Commerce, Bureau of Economic Analysis.
GOEA’s Macromodel of Kentucky Forecast, January 2001.

Kentucky Cabinet for Human Resources.

FYO01:2

97,962
55,637

1,856.0
20.6
89.7
316.4
191.4
125.0
109.8
444.2

72.0
487.4
315.9

Change

3,876
2,834

31.7
-0.7
-0.4
-6.3
-3.5
-2.7
2.3
8.3
0.6
181
9.7

Per cent
Change

4.1
5.4

1.7
-3.3
-0.5
-1.9
-1.8
2.1

2.1

1.9

0.8

3.9

3.2
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Revenue Receipts

SECOND QUARTER, FY2001
General Fund

The second quarter of FYO1 exhibited weak
growth over the second quarter of FY00. Receipts
in the second quarter totaled $1,678.6 million com-
pared to $1,652.4 million received in the second
quarter of FY0O. The resulting growth rate was 1.6
percent. Collections in the mgor revenue catego-
ries are shown in summary form in Table 3. De-
tailled information on these and other accounts is
avalable in the Appendix.

Table 3
Summary General Fund Receipts
Second Quarter, FY 2001
(Millions of Dallars)

Per cent
Type Tax FYO1 FYO00 Change
Salesand Use 568.0 5423 4.7
Individual Income 642.6 640.0 0.4
Corporation Income 57.9 79.9 -27.5
Coal Severance 34.1 36.8 -7.1
Property 206.9 2091 -1.1
Lottery 39.5 375 5.3
All Other 129.6 106.8 21.3
TOTAL 1,678.6 1,652.4 16

As usud, variaions in the quarterly receipts are
affected by differences in the timing of payments
into revenue accounts. This was especidly true for
corporate income tax, where timing differences
resulted in a dgnificant second quarter decrease
after a Sgnificant increase in the first quarter of the
fiscd year.

Totad sdes and use tax receipts for the quarter
were $568.0 million, compared to $542.3 million in
the second quarter of FY00. The result is a lower
than expected growth rate of 4.7 percent. The
growth rate for sales and use tax receipts continues
to be an area of concern.

Individual income tax posted receipts of $642.6
million, compared to last year's second-quarter
receipts of $640.0 million. The resulting growth
rate was an unexpectedly smal 0.4 percent and
compares to a growth rate of 6.5 percent for the
second quarter of last year.

Corporation income tax receipts decreased Sg-
nificantly in the second quarter of FYO1 based on
the timing of refund payments. Revenues of $57.9
million were 27.5 percent lower than year-earlier
figures of $79.9 million.

Property tax receipts were dightly lower than
the second quarter of a year ago, posting a 1.1
percent decrease. FY 01 second-quarter receipts of
$206.9 million compare with $209.1 million from
the second quarter of FY0O.

Coa severance tax continued to decrease in the
second quarter, with revenues down by 7.1 percent.
Collections of $34.1 million compare to the FY00
second-quarter tota of $36.8 million.

Lottery receipts were $39.5 million, up 5.3
percent from last year's second-quarter total of
$37.5 million.

The “All Other” category, which represents the
remaning accounts of the Genera Fund, increased
sgnificantly with 21.3 percent growth in the second
quarter.  Second-quarter receipts for FYO1l were
$129.6 million and compare to $106.8 million in
FY00.

Road Fund
The Road Fund reported a dight increase in the

second quarter of FYOL, up 1.8 percent from the
second quarter of FY00. Receipts totaed $247.7
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million and compare to $243.4 million from the
second quarter of last year. Summary data are
contained in Table 4 and detailed data are shown in
the Appendix.

Motor fuels tax receipts increased a a rate of
7.3 percent during the second quarter. Receipts
were $101.0 million and compare to $34.1 million
collected during the second quarter of last year.

Motor vehicle usage tax decreased dightly in
the second quarter, with receipts down by 0.3
percent. Receipts during the second quarter of
FY01 totaed $92.1 million and compare to $92.3
million collected during the same period last yesr.

Weight distance tax receipts of $18.8 million

represent a 1.2 percent increase over receipts of
$18.6 million during the second quarter of FYQO.
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The remainder of the accounts in the Road Fund
combined for a decrease of 6.8 percent from a year
ealier. In the “All Other” category revenues of
$35.8 million were down from $38.4 million in the
second quarter of FY00.

Table 4
Summary Quarterly Report - Road Fund
Second Quarter, FY 2001

Per cent
Type Tax FY0O1 FEYO00 Change
Motor Fuels 101.0 94.1 7.3
Motor Vehicle Usage 92.1 92.3 -0.3
Weight Distance 18.8 18.6 1.2
All Other 35.8 38.4 -6.8
TOTAL 247.7 243.4 18
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Revenue Outlook

REVENUEOUTLOOK: Interim Forecast

The interim estimates of the Generd Fund and
Road Fund do not represent a revison of the officia
revenue estimates of the Consensus Forecasting
Group. The interim estimates are prepared inde-
pendently by the Governor's Office for Economic
Analysis in consultation with the Transportation
and Revenue Cabinets. In compliance with the
provisons of KRS 48.400 and KRS 11.068, the
estimates for the first three quarters of FYOL are
presented.

General Fund

Projected Generd Fund revenues for the next
three quarters are shown in Table 5. General Fund
revenues were $3,226.8 million in the firs haf of
FY 01, yidding a growth rate of 3.2 percent over the
same period one year ago. Anticipated revenues for
the second half of FYOL total $3,484.2 million,
corresponding to a growth rate of 4.0 percent over
second haf of fiscal year 2000. Our overdl retar-
dation of growth has direct links to a sluggish
forecast for the sales and use tax, with the reasons
for which outlined below.

Totd sales and use tax receipts for the first
two quarters of FYO1l were $1,125.4 million, with
growth year-to-date at just 3.3 percent. The projec-
tion for growth over the second haf of FYO1 cdls
for $1,126.0, or 4.1 percent growth. Imbedded in
the projected aggregate growth rate of 4.1 percent
are severd disparate factors.  First, we anticipate
economic basdine growth of 2.0 percent, which is
a reflection of our viewpoint that the Kentucky
economy has softened.  Second, we anticipate addi-
tiond tax receipts from the broadening of the sales
tax base to include switched access fees, which will
add a projected $20.0 million over the last half
FYOl. Third, we anticipate an additional $39.6
million in sdes tax collections from the addition of

interstate toll cals into the sdes tax base, which
became effective January 1, 2001. Findly, we have
built in a loss in sdes tax revenues due to the
Murphy Camera decison handed down by the Ken-
tucky Supreme Court. The decison results in a de
facto retrenchment of our saes tax base, as our
traditional exemptions for manufacturing plants
and machinery have been broadened somewhat by
the ruling of the Court. The aggregate expected
growth after combining these individuad eements
is 4.1 percent growth in the second haf of FYO01,
bringing the FYOL1 total growth to 3.7 percent.

The interim forecast for the individual income
tax cdls for modest growth of 4.1 percent for the
remainder of FYQl, amounting to collections of
$1,490.7 million. The individuad income tax grew
a a moderate 4.2 percent in the first half of FY01,
with somewhat dower growth in the second quarter
compared to the July-September quarter. Growth
in our income tax forecast has dowed dightly,
partly driven by the dower projections for employ-
ment growth, which, in turn, lowered the growth in
withholding collections. Growth in declaration pay-
ments, another component of individud income tax
revenues, is also expected to be dower. Two maor
components of declaration payments are capita
gans income and profits.  Both of these income
sources have been lethargic in recent months.  Stock
market corrections have dampened our outlook for
capitd gains, and earnings shortfals have made the
profit component of declaration payments retract.

The outlook for the corporation income tax
projects growth of 15.1 percent for the second half
of FY01, representing collections of $179.6 mil-
lion. These anticipated collections would bring the
FYO1 total up to $324.7 million, or 6.0 percent
growth over FY00. The somewhat conspicuous
growth of 15.1 percent in the second half of FY01
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is a result of the refund component of the corpora
tion income tax receipts, the growth does not imply
that corporation income tax can be relied upon as a
source of ggnificant revenue growth on an ongoing
bass. The April-June quarter of FY 00 witnessed a
flurry of corporation income tax refunds. We do not
anticipate such a high levd of refunds in the same
quarter this year, so the combination of the lower
base in FY00 and higher projections in FYO1 have
coupled to inflate the growth rate for the second half
of FYOl. A disaggregated view of the forecast for
corporation income tax reveals modest growth in
June decdlaration payments, with levels of “payment
with returns’ on par with recent trends.

The coal severance tax continued its free-fall
with a 6.0 percent decline in FY00. The cod sever-
ance tax has persastently declined in absolute dollar
amounts as well as its share of tota state revenues.
A further deterioration occurred in the firg haf of
FY01, with receipts of $68.9 million in the firgt haf
of FYO1 representing a decline of 6.9 percent over
the same period in FY00. Collections over the
second haf of FYOL are expected to taly to $68.4
million, a decline of 3.9 percent. FYO1 is expected
to close with total coa severance receipts of $137.3
million (a 5.4 percent decrease from FY Q0O levels).

Property tax receipts totded $244.4 million in
the firss 9x months of FYO0l, with growth of 1.7
percent. The duggish nomind growth rate was due
to the timing of property tax payments vis-avis
previous fiscd years. Upon consultation with the
Revenue Cabinet, we expect dightly higher pay-
ments in the second half of the year, as the accder-
ated property tax payments in the first half of FY00
were not precisdy matched in FYOLl. Tota collec-
tions for FYOL should taly gpproximatey $401.1
million, a pace very consstent with our previous
consensus estimate.

Lottery revenues grew 4.2 percent in the first
haf of FYOl. Pat of this bounty is attributable to
some one-time surpluses in the lottery at the end of
FY00. These unanticipated revenues were distrib-
uted to the Generd Fund in two discrete payments,
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one in June and the second in July, 2000. These
payments have the dud effect of inflating the year-
to-date growth due to the July payment and lower
the growth rate for the second half of FYO1 (since
the one-time money last June is not anticipated this
year). Our expectations for the entire 2001 fisca
year cal for a dight decline in lottery revenues
compared to FY 00, with the growth in the first half
of the year a reflection of the timing of the trandfers
rather than an indication of increased lottery par-
ticipation. The windfall gains at the end of the
previous fiscal year were attributable to several
conspicuous Powerbal jackpots earlier in the year
which are not included in outlook for FYO1.

The pralific “Other” revenue category con-
tains esimates for saverd of the smaler revenue
sources not otherwise classified. Although these
taxes are aggregated for the purposes of display,
they are estimated individually with models of
varying anaytical rigor. We anticipate modest
growth of a combined 1.2 percent for the second
haf of FYO01, following robust growth of 5.7 per-
cent over the firgt haf of the fiscd year. Some of the
larger items include investment income, inherit-
ance taxes, cigarette and liquor excise taxes, and
the corporation license tax. We have enjoyed bet-
ter-than-expected growth in severa of these taxes,
most notably the corporation license tax and the
inheritance and date edate tax. The naturad gas
severance tax has also exceeded expectations,
largely due to higher natural gas demand and prices.
Investment income has also exceeded expecta
tions, as the interim estimate for FYO1 has been
raised dightly from the consensus estimates.

Road Fund

Road Fund revenues have dumped during the
firg haf of FY01 with collections totaing $515.7
million, or 0.8 percent growth over the same period
in FY00. Collections are expected to continue to
lag in the second half of the fisca year. We
anticipate a decline of 3.2 percent during the next
two fiscd quarters, bringing the entire fiscad year
expected collections to $1,075.6 million, a drop of
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1.4 percent from FY00. The most precipitous
reversd of fortune is in the motor vehide usage
category, where year-to-date receipts have fallen
4.8 percent short of their FYQ00 levels. Growth in
motor fuels taxes will be adversdy affected by
lingering effects of House Bill 911, which created
a one-time loss to the Road Fund.  The sources of
Road Fund receipts listed in Table 6 are estimated
by the Governor’s Office for Economic Anayss in
conaultation with officids a the Kentucky Trans
portation Cabinet.

Motor fuels normal, heavy vehicle fuel sur-
tax, and motor fuels normal use tax receipts are
expected to fdl 2.2 percent during the remainder of
FYO01 for reasons listed above. Economic growth in
motor fuels is anticipated to be gpproximately 1.9
percent, with lower growth in gasoline taxes but
robust gains in diesd fud receipts. This growth
level is consgent with higtorical growth, and cer-
tainly in-line with our early forecasts for these
taxes. Our diesd fud and surtax receipts have
continued to outpace growth in gasoline taxes,
adding gability to the flow of motor fud tax re-
ceipts.

Motor vehicle usage tax collections have
dowed appreciable from the red-hot 9.0 percent
rate of growth during FY0O. Fourth quarter re-
ceipts for FY00 moderated to a more modest 3.4
percent, but the brakes have locked into a full skid
with a 4.8 percent decline in the first haf of FYOL.
The outlook is for continued duggishness in this
important revenue source, with a further decline of
3.2 percent for the remainder of FYO1l. The fisca
year is expected to close out with $345.1 million in
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motor vehicle usage tax receipts, a decline of 4.0
percent.  Explanations abound for the fal-off in
motor vehicle usage taxes. Our primary focus has
been the effect of a dowing state economy, record
high household debt levels, and sagging consumer
confidence.  Second, our estimates for FY 01 were
reduced by $3. 5 nillionas aresut o tHecGaren
v. Commonwealth refunds. The Kentucky courts
held that the Kentucky Revenue Cabinet's previous
practice of granting a trade-in credit for in-state
used car transactions (while assessing the motor
vehicle usage on the full gross vaue for used cars
out-of-state) was uncongtitutional. We have aso
subtracted $10.0 million from the FY 02 estimate to
account for the ongoing revenue impact as well as
retroactive refunds.

To estimate the growth of dl other components
of the Road Fund, Transportation Cabinet officids
assessed the recent growth patterns as well as ad-
minidrative factors in developing an updated edti-
mate. Based on the latest evauation, license and
privilege taxes are expected to wane during the
second haf of FYO0l1, due mainly to a high base
amount in FY00. The weight distance tax and
surcharge are estimated to increase by 3.6 percent,
roughly pardld to the robust growth in diesd fud
taxes. Toll income continues to defy logic, as it fell
14.7 percent in the firs hdf of FYO1 following a
disgppointing performance in FY00. Toall income
usudly grows in concert with the weight distance
tax and diesdl sdles, but FY0O defied conventiona
wisdom. We had earlier expected growth to in-
crease to 2.0 percent in FY 01, but we had to come
off these projections due to the disgppointing first
haf of the fiscd year.
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